The main objective of this study is to evaluate the relative and incremental information content of earnings and operating cash flows in the companies listed in Tehran Stock Exchange. Moreover, the present study investigates the loss effect on the information content of earnings and operating cash flows. For this purpose, we investigate and analyze a sample of 475 firm-years from the companies listed in Tehran Stock Exchange during the years 2006-2010.The results indicate that, the earnings have more information content than operating cash flows in explaining stock returns. In addition, earnings model is preferable in explaining stock returns than operating cash flows model. Also, results show that earnings have positive effect and loss has negative effect on earnings information content and operating cash flows.
Introduction
The purpose of accounting is to provide financial information relating to the business units for users in order to assist decision-making process, while the purpose of accounting research is to evaluate the usefulness of accounting information for investors and other users. Financial statements are very important sources of information that investors need while making investment-related decisions (Hadi, 2006) . Among accounting information, accounting earnings are considered as the most important source of information for evaluating the profitability and future cash flows. In the meantime, operating cash flows are not less important. According to the accounting standard No 2 of Iran (related to the Cash Flow Statements), the amount of cash flows from operating activities is one of the main indicators of evaluating the issue that to what extent business unit operations result in adequate cash flows in order for the reimbursement of loans, maintenance of operating power of business unit, and payment of stock returns and provides implementation of new investments without resorting to financing resources out of business unit. Providing information about elaboration of operating cash flow, along with other information, will be useful for predicting future cash flows (Iran's Accounting Standards, No. 2, 2007) . Therefore, the ultimate purpose of accounting is to provide useful information for users in economic decisions.
The usefulness of information is one of the most important indicators of accounting systems projection and indicates that with regard to the different groups of accounting information users and their diverse information needs and due to lack of access to all the information needed for this groups, the above-mentioned index enables us to emphasize the types of information in accounting system that has been proved their effectiveness in providing decision makers' purposes (Tehrani and Faniasl, 2007) . Given this, we can use the index "usefulness in forecasting" as a criterion to evaluate accounting information which has been used from this index in the formulation of accounting theory. According to this index, among different methods of accounting, a method that has the highest predictive power and relative advantage over other methods in a subject or a particular event may be selected as the best method. Thus accounting information includes the numbers that have information content and help users in forecasting economic events.
Information content of accounting items are related to forecasting some factors such as returns and dividends. Purpose of information content of an accounting criteria is the amount of use and its usefulness in decision-making process of capital market participants. In other words, information content of accounting item refers to the usefulness of that item in decision making process. Overall, the information content test is discussed in two formats, relative and incremental information contents. The studies on incremental information content of accounting investigate the issue that whether one or more accounting criteria add something more than other variables to them or not. But the topic of relative information content is when the researcher wants to find between two or more criteria of accounting which has information content more than other variables in order to achieve a ranking of the criteria. In fact, the relative information content indicates that whether the information content of X alone is larger, smaller or equal to information content of Y alone. But the incremental information content indicates that whether the information content of X and Y together are larger than a variable alone or not (Biddle et al., 1995) .
With regard to the mentioned material and also the fact that evaluating the stock returns of different companies are the most important issues for investors in capital markets, this research seeks to answer three following questions, which in fact are the objectives of research as well, and it can provide a measure to predict stock returns of different companies for investors and help them with confidence in making decisions about selection or purchase of companies' stock.
1) Do earnings have more relative information content than operating cash flows in explaining stock returns or vice versa?
2) Does loss affect the information content of earnings or the information content of operating cash flows?
3) Do earnings have more incremental information content than operating cash flows or vice versa?
In other words, the present study investigates the relative and incremental information content of earnings and operating cash flows in explaining stock returns for companies listed in Tehran Stock Exchange and are investigated by using the relationship between earnings and operating cash flows with stock returns. The study also uses the adjusted R2 values, Akaike information criteria and Vuong's test to select the best model to explain stock returns. The background research and analysis methods and research findings are presented in the following.
Literature Review
Accounting earnings and operating cash flows were the subject of conducted research by some researchers. Following investigation and study, the research results related to the topic of this research are presented as follows. Wilson (1986) in his study refers to investigation of relative information content of accruals and operating cash flows, but examined incremental information content of accruals and operating cash flows. He investigated 332 firm-years during the period of 1981-1982 in his study. The research results indicate that cash flows and accruals components of earnings have incremental information content than earnings itself, and also accruals components of earnings have more incremental information content than cash flows. In addition, obtained evidence shows that incurrent accruals have not more incremental information content than working capital from operations before earnings items. Bowen et al.(1987) in their study Surveyed incremental information content of accruals versus cash flows. They use earnings and capital variables for accruals in working from operations and from cash flows variables from operations and cash flows result from investing activities for cash flows in the study. Their research results which covered a 10-year-old period and used econometrics models and also multivariable regressions and cross-sectional regression indicate that (1) Information related to cash flows has incremental information content than earnings; (2) information related to cash flows has incremental information content than simultaneously information of earnings and working capital from operations; and (3) Information related to accruals (earnings and working capital from operations) simultaneously and separately, has incremental information content than cash flows. Ali (1994) in his study investigated the incremental information content of earnings, working capital from operations and cash flows of American companies between the years 1974-1988 with 8820 firm-years samples. He used linear and nonlinear models to test hypotheses in his study. The obtained results of the linear model test confirmed incremental information content of earnings than working capital from operations and cash flows, but the obtained results of nonlinear model test confirmed incremental information content of working capital from operations than earnings and cash flows. But concerning incremental information content of cash from operations than others were observed two modes. In the first mode, companies that have low changes in cash from operations were observed incremental information content than the others and in the second mode, companies that have a lot of changes in cash from operations, were not observed incremental information content than the others. Cheng et al. (1996) Surveyed earnings permanence and incremental information content of cash flows from operations in the companies listed in New York Stock Exchange during the years 1988-1992.In this study, they selected 5120 firm-years observations as samples. Obtained results indicate that with decline of constancy or permanence of earnings, incremental information content of earnings decreased and incremental information content of cash flows from operations increased. Charitou et al. (2000) in their study examined value relevance of earnings and cash flows in Japanese companies. In this research, they investigated 6662 firm-years observations among the companies listed in Japan Stock Exchange during the years [1984] [1985] [1986] [1987] [1988] [1989] [1990] [1991] [1992] [1993] . In this research, they used from stock returns as dependent variable and earnings and operating cash flows as independent variable. The research results show evidence that (1) cash flows have more information content than earnings in explaining stock returns and (2) cash flows play more important role in stock returns than earnings and have more significance when earnings have not permanency. And also their study show that Japanese investors use earnings and cash flows in selection of stock basket than American investors. Haw et al. (2001) investigated the information content of earnings, operating cash flows and accruals in the companies listed in China's capital market during the years 1995-1998. In this study, they selected 1516 firm-years as samples. Obtained results indicate that earnings have more information content than operating cash flows. Also in this study, the incremental information content of discretionary accruals versus nondiscretionary accruals was confirmed.
Habib (2008) In this research, he used stock returns as dependent variable and the earnings and operating cash flows as independent variables. In the present study, the adjusted R 2 values, Akaike information criteria and Vuong's test for selecting the best model to explain stock returns were also used. The results indicate that (1) earnings have more relative information content than the operating cash flows, (2) incremental information content of earnings is more than operating cash flows, (3) earnings have positive effect on value relevance and operating cash flows but loss has negative effect on value relevance and operating cash flows, and (4) earnings model is preferable than operating cash flows in explaining stock returns.
Research Hypotheses and Objectives
With regard to the mentioned themes, this study pursues the following objectives: 1) To investigate relative information content of earnings and operating cash flows in the companies listed in Tehran Stock Exchange.
2) To test loss effect on the information content of earnings and operating cash flows.
3) To test incremental information content of earnings and operating cash flows.
Given the above objectives, to investigate the information content of earnings and operating cash flows of companies, the following hypotheses are designed:
Earnings have more relative information content than operating cash flows in relation to explaining stock returns. 
Research Design

Statistical Society and Sample
Statistical society of this study includes all companies listed in Tehran Stock Exchange. To determine the sample size, first it must be examined that to what extent company information is available. After investigating into the selection of sample in the best situations for a 5-year-old period (2006) (2007) (2008) (2009) (2010) , 95 companies were selected as sample and for data collection. To select the desired sample, the following criteria are considered:
1) The end of financial period of companies lead up to December 31 of each year.
2) The operations are not interrupted during the study period.
3) It should not be investment and financing and leasing companies. 4) They were accepted before2006 in Tehran Stock Exchange. 5) Financial period have not changed in the course of study.
6) The required data are available.
The desired sample is selected by elimination (purposive) method. Thus selected sample includes all companies which were the member of population and had above circumstances.
The Data Collection Method
In this study, we used documents analysis method to collect data. Therefore, the needed data about member companies of sample in study during the 2006-2010 have been collected by the site of Tehran Stock Exchange (Note 1) and CDs of financial data in companies listed in Tehran Stock Exchange.
Research Variables and Their Measurement Method
The Dependent Variable
Stock returns: at present, usually most important measure for performance evaluation of institutions is stock returns rate. This measure alone has information content for investors and is used for performance evaluation. When this measure is reduced, it is a warning for company and does not show good performance of the company. Return in investors' process is a driving force that will motivate and is considered a reward for investors. Return is the total income that an investor will gain during the period of investing. Return includes changes in the real capital (stock price) and receivable cash dividend. In the present study, the following equation is used to calculate the stock returns:
Where:
R it : The stock return of company i in period t,
The stock market prices of company i at the end of period t,
The stock market prices of company i at the beginning of period t, D it : Cash dividends belong to per share of company i in period t.
In this research, the stock returns of studied company are calculated according to above-mentioned equation for 12 months from beginning to the end of year t.
The Independent Variables
Earnings: A net operating earnings (loss) has been selected as representative of accounting earnings. The number of net operating earnings (loss) is extracted from audited annual financial statements of the studied companies. To calculate net operating earnings (loss) in different companies, this study used the net operating earnings to total assets ratio.
Operating cash flows:
Operating cash flows refer to those inputs and output cash flows that result from operational activities of the company. Also those cash flows that naturally cannot be connected directly to the other classes of cash flows in cash flow statement are considered as cash from operations. The number of operating cash flows is extracted from audited annual financial statements of the studied companies. To calculate operating cash flows in different companies, the present study used the operating cash flows to total assets ratio.
CorrelatedModels with Hypotheses Testing
In the present study, to test hypotheses, three models are used to investigate the information content of earnings and operating cash flows:
(3) In these models:
R it : The stock returns of company i in period t, E it : The earnings of company i in period t, OCF it : Cash flows from operations of company i in period t. β 0 , θ 0 and γ 0 are constant coefficients (intercept) and β 1 , θ 1 , γ 1 and γ 2 are variables coefficients. That Β 1 and γ 1 are earnings response coefficients (ERC), θ 1 and γ 2 are operating cash flow response coefficient (OCFRC). Therefore, earnings or operating cash flows have information content when the reaction coefficient (i.e. ERC and OCFRC) be statistically significant. Also we classify companies in two subsidiary samples or two portfolios to test the effect of loss on information content of earnings (E) and operating cash flows (OCF).Those two portfolios are earnings portfolio (positive earnings) and loss portfolio (negative earnings).
Data Analysis Methods and Hypotheses Testing
To analyze data and test hypotheses, linear regression analysis and Pearson and Spearman correlation are used; i.e. first we calculated needed data for doing test and then performed regression tests for investigating relative and incremental information content of earnings and operating cash flows of companies. Also we used SPSS.18 and EXCEL software for data processing and statistical tests. To test the statistical hypotheses, first we investigated the accuracy of the obtained regression model assumptions and then we use adjusted R 2 values, Akaike information criteria (AIC) and Vuong's test to select the best model to explain stock returns. Based on Akaike information criteria (AIC), a model that has the lowest AIC will select the best model to explain stock returns (Akaike, 1974) .
Vuong in 1989 presented a statistical test to determine which of the two models explains better the dependent variable (Foroghi and Mazaheri, 2009 ). In the present study, to determine which of these competing models can better explain stock returns, Z Vuong's statistic has been used. Z Vuong's statistic is calculated as the following equation: : variance of the dependent variable, n: number of observations, R x 2 : multiple correlation coefficient of the first model R w 2 : multiple correlation coefficient of the second model (Dechow et al., 1998) . In Vuong's test, from the Model 1 and 2, a model that can explain better the stock returns may be selected. So in the above-mentioned equation, the X is accounting earnings (model 1) and W is operating cash flow (model 2) and Y is the stock return (dependent variable). With regard to what has been said above, the statistical hypotheses are proposed for Vuong's test (Z Vuong) as follows: H 0 : the two models are equal to explain stock returns (Z = 0). H 1 : One of the two models further explains stock returns (Z ≠ 0).
According to the hypotheses of this test, if Z Vuong's statistic:
A) is positive; the first model is superior to the second model. B) is negative; the second model is superior to the first model. C) is zero, none of the two models are better than each other (Dechow, 1994) .
Considering these, models and criteria to test used research hypotheses are as follows: (1) to test the relative information content of earnings and operating cash flows in explaining stock returns (hypothesis 1) used models 1 and 2, and also the values of three criteria, adjusted R 2 , Akaike information criteria (AIC) and Vuong's test (2) to examine the effect of loss on the information content of earnings and operating cash flow (hypothesis 2 and 3) have used models 1 and 2, and adjusted R 2 values. And finally, (3) to test the Incremental information content of earnings and operating cash flows in explaining stock returns (Hypothesis 4) used the Model 3 with Model 1 and 2, and adjusted R 2 values and Akaike information criteria (AIC).
Empirical Results
Descriptive Statistics
Descriptive statistics of dependent and independent variables to test the hypotheses are shown in Table 1 in which the numbers of observations equal 475 firm-years during the years 2006-2010. In order to reduce data heteroscedasticity, all independent variables are shrunk by total assets of studied companies. As can be seen in 
Correlation Analysis
Pearson correlation coefficients (parametric test) and Spearman correlation coefficients (nonparametric test) of dependent and independent variables are shown in Table 2 . Calculated coefficients according to both methods are similar. Part A shows that there is a significant positive correlation between earnings and stock returns at 1% level with a coefficient of 39.8%. Also this section indicates a significant positive correlation between OCF and stock returns at 1% level with a coefficient of 25.9%. This shows significant positive correlation between two independent variables of earnings and OCF at 1% level with a coefficient of 46.8%. In addition, Part B shows Spearman correlation coefficients that supports the Pearson correlation test (Part A). 
Regression Analysis
Relative Information Content of Earnings and Operating Cash Flows Test
The first hypothesis of research indicated that earnings have more relative information content than operating cash flows in relation of explaining stock returns. To test this hypothesis, the simple regression is used to estimate the parameters model 1 and 2. As was mentioned previously, model 1 is used to test the value relationship of earnings and model 2 is used to test the value relationship of operating cash flows. Table 3 shows the results from simple regression to test the information content of earnings. The only independent variable in this table is earnings. R 2 for the total sample is 15.8% and adjusted R 2 for the total sample is 15.6%. Earnings response coefficient (ERC) is 3.103 and statistically has a significant positive relationship at 1% level. The F statistic for the total sample and for each year is also significant. Annual regression results also provide similar pattern, but coefficients changed during different years and in all investigated years, ERS has a significant positive relationship at 1% level. But the power of explaining earnings in 1385 is more than other years. Therefore, the results indicate that earnings have information content. Table 4 shows the results from testing operating cash flows model. The only independent variable in this table is operating cash flows. R 2 for the total sample is 6.7% and adjusted R 2 for the total sample is 6.5%.Operating cash flows response coefficient (OCFRC) is 1.621 and statistically has a significant positive relationship at 1% level. Also the F statistic for the total sample and for each year (except in 2008) is significant. Annual regression results are positive and in all studied years (except in 2008) are significant at 1% level and in 2008; OCFRC is not significant at conventional levels. The explanatory power of OCF in 2006 is located at the highest level. Thus, the results show that operating cash flows have also information content. Overall, with regard to the results, the regression of earnings has the higher explanatory power and coefficients than regression of operating cash flows. Therefore, the results indicate that the information content of earnings is more than OCF. In tables 3 and 4 the results of Akaike information criteria (AIC) test are shown, where the AIC value of the earnings model (model 1) is less than the AIC value of the operating cash flows model (model 2). As mentioned earlier, the model that has the lowest AIC are selected the best model to explain stock returns (Akaike, 1974) . Therefore the earnings model is preferable than OCF model to explain stock returns. Table 5 shows the results of Z Vuong's statistic using the total sample data of five years studied companies. Where, Z Vuong's statisticis calculated according to the Vuong's test model which already explained. Results from Table 5 shows that Z Vuong's statistic is negative (Z vuong >0) and is equal to -3798.52. Based on Dechow, Lys and Sabino research (1998) If Z Vuong's statistic is smaller than zero (negative), earnings is preferable to OCF in explaining stock returns. Thus, accounting earnings in explaining stock returns is preferable to OCF. Values obtained from Adjusted R 2 , information Akaike information criteria (AIC) and Vuong's test, all show the relative information content of earnings into the OCF. So we can conclude that the first hypothesis will be confirmed indicating the relative information content of earnings is preferable to operating cash flows in explaining stock returns. Results are consistent with Daraghma's research results (2010).
Loss Affects Test on the Information Content of Earnings and Operating Cash Flows
In table 6, we have summarized the results from cross-sectional and collective regression about loss effect on the information content of earnings and operating cash flows. This section of article has been done for the first time for Iranian companies. To investigate loss effect on the information content and OCF, samples is divided in to two portfolios, portfolio of positive earnings (earnings) and the portfolio of negative earnings (loss).
Part A shows the simple regression results of earnings (Model 1) to test loss effect on the information content of earnings. In earnings portfolio, R 2 and adjusted R 2 for the total sample are 11.7% and 11.5% respectively. Earnings response coefficient (ERC) is 2.751 and statistically has a significant positive relationship at 1% level. Also F statistic value (F-Value) for the total sample and each of the studied years is significant at 1% level. In contrast, in the loss portfolio, R 2 and adjusted R 2 for the total sample are respectively 0.5% and -2.4%. Earnings response coefficient in this portfolio is-0.359 and statistically is not significant at conventional levels. Results indicate that portfolio of positive earnings (earnings), have a positive effect on the information content of earnings and statistically are significant. But the portfolio of negative earnings (loss) has a negative effect on the information content of earnings and statistically is not significant. Part B shows simple regression results of operating cash flows (model 2) as a OCF positive portfolio (input operating cash flows) and OCF negative portfolio (output operating cash flow). In OCF positive portfolio, R 2 and adjusted R 2 for the total sample are 4.5% and 4.2% respectively. OCF response coefficient is 1.517, and statistically has a significant positive relationship. In contrast, in OCF negative portfolio, R 2 and adjusted R 2 for the total sample are respectively 0.3% and -2.1%. OCF response coefficient in this portfolio is -0.166 and statistically is not significant at conventional levels. The results indicate that earnings have positive effect on the OCF value relationship and statistically are significant. But loss has negative effect on the OCF value relationship and statistically is not significant.
In general, earnings response coefficients and OCF for the loss are not statistically significant while earnings response coefficients and OCF for earnings are statistically significant. Remarkably, the results of this section are consistent with Daraghma's research results (2010). Table 7 , the results indicate that the incremental information content of earnings is more than the operating cash flows. Thus we can conclude that the fourth hypothesis of this research will be confirmed indicating that earnings have more incremental information content than operating cash flows related to explaining stock returns. The result is consistent with the research results of Haw et al.(2001) and Daraghma (2010) but is not consistent with the results of Charitou et al. (2000) . 
Conclusion
While the results from hypotheses were different in studied years, it could be due to the different conditions dominated on society in studied years. Therefore we cannot provide an accurate judgment about the presented results. But what generally obtained from investigating the results of this research is that decision makers still consider accounting earnings in contrast with cash flows as the most important accounting variable in the financial and investment decisions in stock exchange market and often have information content than others.
This study has been carried out in line with Daraghma's research (2010) . Three objectives which the present study have followed in this study are as follows: (1) Investigation of relative information content of earnings and operating cash flows; (2) Testing the loss effect on the information content of earnings and operating cash flows; and (3) Investigating the incremental information content of earnings and operating cash flows. In addition, this study has used statistical techniques such as, adjusted R 2 , Akaike information criteria (AIC) and Vuong's test to select the best model to explain stock returns to investigate the above-said objectives.
The present study investigated relative and incremental information content of earnings and operating cash flows in a sample of 475 firm-years among the Iranian companies listed in Tehran Stock Exchange during the years 2006-2010.The results from hypothesis test indicate that, (1) Earnings have more relative information content than operating cash flows in explaining stock returns. Also, according to Akaike information criteria (AIC) and Z Vuong's statistic values, earnings model is preferable to operating cash flows model. (2) Earnings has a positive and significant effect on the information content of earnings and operating cash flows but loss has a negative and non-significant effect on the information content of earnings and operating cash flows. (3) Incremental information content of earnings is higher than operating cash flows in explaining stock returns. Also the results show that Iranian investors in the stock assessment process and financial decision making in the Iranian capital market rely on the earnings more than operating cash flows. Remarkably, the results obtained in this study are consistent with the results of conducted research by Daraghma (2010) .
